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ABSTRACT 

g . ■ . ' . A report on a bill to establish an endowment program 
for developing institutions is presented. The bill, the Challenge 
Grant Amendments of 1983, would amend the Higher Education Act of 

i? LaIH VI 1 '^* S' in °? der t0! (1> encourage the development 
of endowment funds by developing institutions, (2) provide additional 
incentives to promote institutional fund-raising activities, and (3) 
foster increased independence and self-sufficiency of the 
institutions. The endowment to any such institution in any fiscal 
year would not exceed $200,000 and would not be less than $50,000. 
btipulahonsjor the use of such grants, selection criteria, and the 
application for challenge grants are addressed, along with a 
Congressional Budget Office cost estimate, the legislative history 
the bill, and a section-by-section analysis of the bill. It is 
suggested that providing matching federal funds is important to 
assuring thtrcontinuation of a viable pluralistic higher education 
systenrand that Title III institutions present an opportunity for 
federal involvement and demonstrated need. (SW) 
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CHALLENGE GRANT AMENDMENTS OF 1983 



April 28, 1983.— Committed to the Committee of the Whole House on 
the State of the Union and ordered to be printed 




Mr. Perkins, from the Committee on Education and Labor, 
submitted the following . 

REPORT 

[To accompany H.R. 2144] 
[Including cost estimate of the Congressional Budget Office] 

The Committee on Education and Labor, to whom was^ referred 
the bill (H.R. 2141) to amend part C of title III of the Higher Edu- 
cation Act of 1965 to establish an endowment program for developing 
institutions, and for other purposes, having considered the same, re- 
port favorably thereon with an amendment and recommend that the 
bill as amended do pass. m . 

The amendment strikes out all after the enacting clause ot the bill 
and inserts a new text which appears in italic type in the reported bill. 

Introduction 

The Subcommittee on Postsecondary Education began exploring 
the status of college endowments almost 1 year ago. In response to 
an inquiry in the chairman's March 15, 1982, Higher Education News- 
letter, a number of colleges reported on the financial status of their 
endowments: . Amount 

College . ' < te « 

Hood College, Frederick, Md *l<>-2. 

Mercer University, Macon, Ga — — ± 

Dennison University, Granville, Ohio — — — r 

Baptist College, Charleston, S.C_ — - — — ~ • 

Grand Valley State Colleges, Allendale, Mich »• " 

Smith College, Northampton, Mass.. — J 

College of the Virgin Islands, Charlotte Araalie, St Thomas, V.I 3. 0 

Kansas Wesley an, Saline, Kans — r — 1 ' 

Virginia Western Community College, Roanoke, Va 

Findlay College, Findlay, Ohio _ - Jj- n 

Wofford College, Spartanburg, S.C _ —————— o.u 

Ashland College, Ashland, Ohio—.— — -~ — — — — - 5 

Stetson University, Deland, Fla— — — — — 

Rockburst College, Kansas City, Mo— 

Woodbury University, Los Angeles, Calif.- — — — — i.o 

University of Rochester, Rochester, N.Y._ — .-----------------------S.*! 0, f 
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North Central College, Napervllle 111 

Anderson College, Anderson; S.C 8. 3 

Howard University, WashlngtonTDrc *•« 

SKSf^Sr 0 *. Ct>1I . e se. Spring Arbor, lileh " 10 - 0 

Brandels University, Walthim, Mass 1.5 

— : *5.4 

•Endowment Income. 

the pervasive problems^facW JSv end ™ ment s and illustrate 
secondary institStioi s Eureka Pol w -^"^V^ P ublic P ost " 
. alma mater, has a $2 to $3 milHm? I ? m nhn0ls , President Beagan's 
College in Rale*^ as does St. Augustine's 

tion of these institutions in Tffi ," g - lhght * e Pf**"™"" posi- 
ei-al student aid. Durin" the 1981 R?«S 1 " g cos1 : s . and educed Fed- 
fpr private schools ami *U SffllT V"* 0 ? r ° Se 13 percent 
tions. In the 1982-83 aca^miVveS hl ff he1 ' ed » c ^ion institu- 
and 16 percent respectively y ' 1650 mcreases were 15 P^ent 

^^'^L^^^t'Z^ insti - t " tio1 - 1 endowments 
especially critica Durm„ A?" 1 ^ m ft V pnvate institutions are 
ceased tj opera? ' Lack ?f a ° f f the , 1970 ' s ' 162 institutions 

as the sinple-mos? important feE^f nt e . tldo ™t is often cite,:! 
in economic hard times 01 in assUnn S stability and strength 

istic system of hiXr ^r^^fi-* a ■ viable plural - 
opportunity for Federal SS^^iSSSS^ 4 a ^ 

Need for Tins Legislation 
■^^^^^^n^Sii^^ 8 ^ in its development. ■ 
the 1970's. Individual ns S io ^ 

mty must move to implement E » "5 hcr e , tll,c »tion commu- , 
ti>risf rom bankn>pK 

a quality higher XSn Inrt,?^ l iee ? !a L a V^ cost '' of Providing 

'nentin/such a plan ifthe T^ im P^- 
1 • " is. cue united Negro Colleop Fund micnw tm 

fund is a consortium of 42 private hwtnripnll^. 1 « • F '; The 
versities. UNCF executive Srfn,. % tor ! c f lll - v bla ck- colleges and nni- 
committeelast yeajr fc ' Chnstopher Edley, told the sub- 

* * * Endowment income provides 2 percent or less nf th a 



parries with gift funds to produce a 25-year investment package— 
whicli provides current operating income and generates an endow- 
ment. Since 1978, the life and health insurance industry has pledged 
more than $17 million, while the colleges have contributed $13 million 
in gift moneys. It is estimated that over 25 years that $30 million will 
generate $80 million for endowments and $33 million for operating ex- 
penses. That represents a 90-percent increase in institutional endow- 
ments in 25 years. 

The historically black colleges and universities are not alone in the 
quest for a financial "safety net." Maltha Church, president of Hood 
College, told the subcommittee on April 22, 1982: 

* * * It is evident to me that Hood is atypical of most col- 
leges and universities of the United Stlates in that it has a 
modest endowment of approximately $10. million. Among the 
3,000 or so colleges and universities in the United States, there 
are perhaps 100 to 125 that have substantial endowments, and 
I would say that would be something over $25 million. I 
checked that with Mr. Keane.. Even these funds are being 
seriously eroded by inflation. I wish Hood were among those 
institutions suffering that problem. We are not. We have ap- 
proximately, by market value, a little over $10^niillion; $2.5 
million of those funds are in a special restricted account! 
where both the investment and the use of the moneys are pre- 
scribed by the nature of the gift we have received, so it leaves 
us a small portion to look at and to invest as wisely as possible. 

Although the administration has not endorsed H.R. 2144, the De- 
partment of Education has recognized the benefits to title III insti- 
tutions that endowment support would bring: 

* * * it is probably fair to say that, as a group, title III 
institutions have smaller endowments per student than other 
. institutions of higher education. An argument can be made 
that the establishment of endowments at title III institutions 
would be a promising solution to the problems that threaten 
their ability to survive and have historically inhibited them 
from 'becoming viable thriving institutions of higher educa- 
tion.* 

The Ifick of or miniscule nature of endowment at title III institu- 
tions is best understood by reviewing the data generated by a com- 
parative performance study of the National Association of College 
and University Business Officers (NACUBO). According to the 1982 
survey of 194 participating institutions, the 194 participant institu- 
tions have endowment and life income funds of approximately $17.5 
billion, or more than 75 percent of the total endowment funds of all 
colleges aiid universities. This means that the remainder of the post- 
secondary institutions are sharing $4 billion. . 

The problems facing title III institutions are not ciecidedly differ- 
ent from those facing larger more fiscally sound institutions. The 
/problems are the same— rising costs, declining enrollments and limited 
resources-— however, the ability ; of these institutions to respond to 
these crises is severely limited by their financial resources. A $2 to $3 
million endowment or a similar amount of money is inadequate given 
the problems facing these types of institutions over the next 15 to 
; '20 years. > / : Mm^MW^M^ 



; S£ Sla bocorao vi " bl °- " ,rivi "^ insti "'«<>'« <* 

and to assist 

* * * them in solving their problems and in stabilizing their 
management and fiscal operations. m«ng uieu 

Legislative History 

tifinES P '/Si Mr ' Sim ° n ^ ltrod ^ecl H.R. 2141, which amends 
title 11, part C (challenge grants) of the Higher Education A 7+ <v\ u 
introduction of the bill followed discussio ,5 with E SeattL^f 
Education and Department of Education officials regarding he "Li 

was held on March 24, 1983, to provide the Department S the Ker 
K n commumt y> an opportunity to comment on H.E. 2144 and 

make suggestions for improving the bill 
Following the hearing, the Subcommittee on Postsecondary Educa- 

wJ*K P i ' ' e Commi ttee on Education and Labor met and 
SSf ^ n q " on,m P^"t unanimously voted to report H.R. 2144 after 
adopting several amendments which would • ' 

Establish criteria for prioritizing challenge grant applications 
and evaluating grant proposals; applications 
^Provide a definition of "endowment" for purposes of title IV; 

vision ; f ° rth S6Veral SPeCifiC P m "P oses foi, thenew endowment' pro- 
The committee bill has incorporated every suggestion recommnnrWl 
by the^Department of Education. On April 12? ?983 , thS ££ 
wrote Representative John Erlenborn, ranking Republ can number 3 
the ■committee, , expressing his support for "* * * the concenf of en 

■2nf t rtm f" t . 1 i as had more than 8 months to review the con- 

Sf tV l2 'S hC ^ ^ f is r fc "^-having been discussed dur- 
lofp ! „, ;f Education Act reauthorization and during the 

1972 reauthorization of the act. Finally, a copy of the draft lecis Stion 
was provided to departmental personnel in December iSS The com" 
^JegSkm' eady t0 W ° rk With the De P artment on Ws to in^e ; 
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Inflationary Impact Statement 

Pursuant to clause 2(1) (4), rule XI of the Rules of the House of 
Representatives, the committee estimates that the enactment of H.R. 
214-1 will have little inflationary impact on prices and costs in the 
operat ion of the national economy. It is the judgment of the commit- 
tee that the inflationary impact of this legislation as a component! of 
the total Federal budget is negligible. 

Oversight Findings and Recommendations of the Committee on 
Edtjc/tion and Labor 

In compliance Avith clause 2(1; (3) (A) of rule XI of the Rules of 
the House of Representatives, this* report embodies the findings and 
recommendations of t!he Subcommittee on Postsecondary Education, 
established pursuant to clause 2(b) (1) of rule X of the House of Rep- 
resentatives and rule 18 (a) of the Rules of the Committee on Educa- 
tion and Labor. 

Oversight Findings and Recommendations of the Committee on , 
Government Operation 

In compliance with clause 2(1) (3) (D) of rule XI of the Rules of 
the House of Representatives, the committee statfes that no findings or 
recommendations of the Committee on Government Operations were 
submitted to the committee with reference to the subject matter specif- 
ically addressed by H.R. 2144. 

Section-by-Section Analysis 

The short title is the challenge grant amendments of 1983. 
Section 2 amends part C of title III of the Higher Education Act 
of 1965 by adding a new authorized activity or use for challenge 
grant funds. In addition to using Federal and matching funds to 
carry out activities under parts A nnd B, part C funds could be used 
to assist eligible title III institutions build or maintain endowments. 

A new section 332 is created in the act which establishes a 20 per- 
cent limit on the use of part C funds for endowment purposes; places 
a $200,000 ceiling and a $50,000 floor on endowment grants; and 
v restricts eligible institutions to a 2-year grant in any one 5-year pe- 
? nod; subsection (b) makes specific provision regarding fiscal main- 
• ; tenance and management of the Federal funds and the matching 
grant from private or public sources. Section 332 also requires a 
minimum $50,000 capital contribution by the eligible institution from 
private or public sources and that certain audit requirements be met. 
Subsection (c) permits institutional use of interest on the endow- 
ment to be used "* * * to defray any expenses necessary to the op- 
eration of such colleges * * * 55 including such things as maintenance, 
construction and renovation, student services, etc. Subsection .(d) 
establishes criteria for the, Secretary to use in selecting grantees 
; among the eligible, high priority institutions. Subsection (e) permits 
withdrawal of deposited interest to defray expenses * * necessary 
to the operation of the college. 55 Subsection (f) defines the term 
; endowment. • Vv : 
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COST ESTIMATE 



islnHnn Ti!o -I hich wl11 be involved m implementing tins leg- 

islation The committee concurs in these estimates and I nrW« ti nm~ 
in compliance with clause 7 of rule XTTT w ,' » T V 
receiver! fvnm ««t Xli -A f lu 1 ie 1 AIIJ - cost estimates have been 

ThJn • y ( ? ther Federal departments or agencies 

The Congressional Budget Office letter follows: 

U.S. Congress, 
Congressional Budget Office, 
Hon. Carl D Perkins Washington, P.O., April W, 1983. 

Bxu5e? Act ^tmi^frT^ t? Se ft" of the Congressional 
tliSachel cosSma S^^ S^^^ ^^ 

^iSL^^Zt'^ we would be pleased to p rovide 

Sincerely, 

/T , . .. , James Blum 
(For Alice M. Rivlin, Director). 

Congressional Budget Office Cost Estimate 

1. Bill number : H.R. 2144 ApRIL 20 > 1983. 

?' 28 : ^^"enge Grant Amendments of 1983 

i^c^^pS^SP 0 ^ by the House Educatio » a » d 

o. Estimated cost to the Federal Government: 

Grants to developing institutions: 
Authorization level : 
Fiscal year: 

1984 • • ■ Million* 

i9|6 izzzziizm;~3~~~r~zm — - — $4.8 

Estimated outlays — 

Fiscal year : 
" • 1984 - 

1985 ™ _ZZZZZZZZZZZZZZZZZZr — — r: — :-.f4.?-v. 

io|7 zzzzzzzzzzzzzzzzzzzzzzzzzzzzzz 
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The costs of this bill fall within function 500. 

Basis of Estimate,— The estimate assumes full appropriation of the 
amounts authorized by the bill. The grants to developing institutions 
are currently authorized through 19S4 at $129.6 million. This bill 
would increase that 1084 level by $4.8 million. Outlays are estimated 
to be 100 percent since the funds would be transferred to schools to 
establish endowment funds. 

6. Estimated cost to State and local governments: The Congres- 
sional Budget Office has determined that the budgets of State and 
local government would not be affected directly by the enactment of 
this bill. 

7. Estimated comparison : None. 

8. Previous CBO estimate: None. 

9. Estimate prepared by: Deborah Kalceivic (226-2820). 

10. Estimate approved by : 

C. G. Nuciiols 
(For James L. Blum, 
Assistant Director for Budget Analysis) . 

Changes in Existing Law Made by the Bill, As Reported 

In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law T proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing law 
in which no change is proposed is shown in roman) : 

Higher Education Act of 1965 

£ £ * * * . * * 

TITLE III— INSTITUTION AI/ AID 

$ * * * * * * 

Part C — Challenge Grants for Institutions Eligible for 
Assistance Under Part A or Part B 

ESTABLISHMENT OF CHALLENGE GRANT PROGRAM 

Sec. 331. (a) * * * 1 1 . . ^ 

(b) The Secretary may make a grant under this section tor a pe- 
riod of not more than 5 years. A grant under this section may be used 
for the programs and activities described in part A or part B, [as the 
case may be} or to assist in the establishnent or improvement ofanin- 
stitutional endowment in accordance with section 332. 

* * * * * . *" * 

ESTABLISHMENT OF ENDOWMENT PROGRAM: PROGRAM AGREEMENTS 

}? Sec. 332. (a) It is the purpose of this section to establish a program 
to provide matching endowment grants to eligible institutions in order 
to {!) encourage the development of endowment funds by siwh in- 
stitutions y (2) provide additional incentives to promote fund-raising 
activities by such institutions, and (3) foster inci:eased hulependenee 
and self -sufficiency of such institutes. 
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making etdoZmni a iSi t ,W V shal l^l^ ^program of 
under J^^iSf&ri^f^^* 

/or «wcA a ^an* /or a fiscal year tZHLZ *ll sludl P e ^eligible 
ffrant for awe^^Q-^^^^^f *f* recei Vt of such a 

w ?*?no<& of time • institution for the same period 

SffaJWi « 

Y' Priority shall be given to curient recivienU of avnnt* 
x tU extent to which the institution demonstrates a rehtioSZ 

meZZ £ }Z\V he M° Ce f S °f the ^doion^randMM- 
* institutional development plan under part A or B. 
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(#) The Secretary shall deteimine the institution's need for 
such a grant on the basis of the current val/ue of the institution's 
endowment in relation to the number of full-time equivalent 
students at such institution. 

(3) The Secretary shall consider the effort made by the insti- 
tution in its own behalf on the basis of the institution's on-going 
effort to build or maintain its endoioment. 

(4) The Secretary shall give preference to grant applications 
■ utilizing nongovernment funds for matching purposes. 

(e) Interest deposited pursuant to subsection (c) {2) (G) in the t? x ust 
fund of any eligible institution may be j/eriodically withdrawn and 
used, at the discretion of such college, to defray any expenses neces- 
sary to the operation of s.ueh college, including expense of operations 
and maintenance, administration^ academic and support personnel, 
construction and renovation, community and student services pro- 
grams, and technical assistance. 

(f) For tlie purposes of this section, the term "endoioment" means 
any fund or foundation established by an institution of higher educa- 
tion or by State law, which is exempt from taxation and is maintained 
for educational or related charitable purposes, and specifically in- 
cludes separate foundations established in order to assist public insti- 
tutions to develop or inweasc institutional endow7nents, but does not 
include real estate. 

APPLICATIONS FOR CHALLENGE GRANTS 

Sec. [332 J 333. (a) Any institution eligible for a challenge grant 
under section 331(a) may apply for such a grant under section 341, 
except that the application for the purpose of this part shall — 

(1) provide evidence that funds are available to the applicant 
to match funds that the Secretary is requested to make available 
to the institution as a challenge grant ; 

(2) in the case of an application by a public institution, contain 
the recommendations of an appropriate State agency responsible 
for higher education in the State, or provide evidence that the 
institution requested the State agency to comment but the State 
agency failed to comment ; and 

(3) in the case of an application by an institution described 
under section 331(a) (1) (B), demonstrate how challenge grant * 
funds will be used to eradicate the conditions enumerated in sec- 
tion 322(b) (1) through (11), and lead to greater financial 
independence. 

(b) Not later than April 1 of the fiscal year preceding the fiscal 
year in which any grant is to be made under this part, the Secre- 
tary shall determine which institutions will receive challenge grants 
•under this part and notify the institutions of the amount of the grant. 
; (c) In approving applications for grants under this part, prefer- 
ence shall be given to institutions which are receiving, or have received, 
grants under part A or part B. 
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Section 516 of the Omnibus Education Reconciliation Act of 1981 
higher education act of 1065 
Sec. 516. (a) * * * 

* * * * * * * 

^•? ie an ? ount of appropriations to carry out title III 
of the Higher Education Act of 1965 shall not exceed $129,600 000 

l%ffm nm ) & R T l P 1 * 8 Cl982 ' 1983 > ancl lm l 1982 ™* 1983 and 
§134400,000 for fiscal year 1984. 



